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NOTICE OF FILING OF COMMISSION STAFF REPORT 

Notice is hereby given that, in accordance with the Commission's Orders of August 

14, 2019 and November 5, 2019, the attached report containing the findings of 

Commission Staff regarding the Applicant's proposed rate adjustment has been filed in 

the record of the above-styled proceeding. Pursuant to the Commission's August 14, 

2019 Order, Knott County Water and Sewer District is required to file written comments 

regarding the findings of Commission Staff no later than 14 days from the date of this 

report. 
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STAFF REPORT 

ON 

KNOTI COUNTY WATER AND SEWER DISTRICT 

CASE NO. 2019-00268 

Knott County Water and Sewer District (Knott District) is a water utility organized 

pursuant to KRS Chapter 74 that owns and operates a water distribution system through 

which it provides retail water service to approximately 2,969 retail customers, and five 

wholesale customers, that reside in Knott County, Kentucky. 1 Knott District also owns 

and operates a sewage collection system through which it provides service to 

approximately 168 customers in Knott County, Kentucky.2 On July 31 , 2019, Knott District 

filed an application (Application), pursuant to 807 KAR 5:076, requesting to increase its 

water service rates. To ensure the orderly review of the Application, the Commission 

established a procedural schedule by Order dated August 14, 2019. The Attorney 

General was granted intervention pursuant to an Order of August 21 , 2019. Letcher 

County Water and Sewer District (Letcher District) and the city of Hindman (Hindman) 

separately requested motions to intervene; and were granted joint intervenor status on 

September 5, 2019. Pursuant to the procedural schedule set forth on August 14, 2019, 

the Attorney General, and Letcher District and Hindman filed two rounds of formal 

discovery. Staff issued one round of formal discovery on October 29, 2019. On 

1 Annual Report of Knott County Water and Sewer District to the Public Service Commission for 
the Calendar Year Ended December 31, 2018 (Water Annual Report) at 12 and 49. 

2 Annual Report of Knott County Water and Sewer District to the Public Service Commission for 
the Calendar Year Ended December 31, 2018 (Sewer Annual Report) at 9 and 25. 



November 5, 2019, the Commission amended the procedural schedule to delay the 

issuance of the Staff Report to November 20, 2019. 

To comply with the requirements of 807 KAR 5:076, Section 9, Knott District based 

its requested rates on a historical test period that coincides with the reporting period 

shown in its most recent Annual Report on file with the Commission at the time it filed the 

Application; the calendar year ended December 31 , 2018. 

Using its pro forma test-year operations, Knott District determined that it could 

justify a revenue increase of $798,873, or 80.45 percent to its retail water customers, as 

shown in the table below.3 Knott District requested to divide its proposed rates into three 

phases, with the second phase to take effect one year after phase one and the th ird phase 

to take effect one year after the second phase takes effect. The phase one rates 

requested by Knott District would increase the monthly bill of a typical residential 

�c�u�s�t�o�m�e�~� by $5.76, from $26.70 to $32.46, or approximately 21.57 percent.5 The phase 

two rates requested by Knott District would increase the monthly bil l of a typical residential 

customer by $7.04 from $32.46 to $39.50, or approximately, 21 .69 percent.6 The phase 

three rates requested by Knott District would increase the monthly bill of a typical 

residential customer by $8.55, from $39.50 to $48.05, or approximately, 21.65 percent.7 

This results in a total percentage increase of approximately 79.96 percent over three 

3 Application, Attachment 5. 

4 According to Knott District in its customer notice, a typical residential customer purchases 3,500 
gallons of water per month through a 5/8-inch x 3/4-inch meter. 

5 Application, Attachment 1. 

s Id. 

7 Id. 
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years.8 In addition to its request to increase its retail water service rates, Knott District 

also proposed to increase its wholesale water rates from $3.00 to $3.55 per 1,000 gallons, 

an increase of approximately 18.33 percent. 

Pro Forma Operating Expenses $ 3,072,185 
Plus: Average Annual Principal and Interest Payments 60,735 

Additional Working Capital 12,147 

Overall Revenue Requirement 3, 145,067 
Less: Other Operating Revenue (23,830) 

Interest Income (975) 
Nonutility Income (8,846) 
Proposed Wholesale Sales Revenue (1 ,319,599) 

Revenue Required from Rates 1,791 ,817 
Less: Revenue from Retail Sales at Present Rates (992,944) 

Required Revenue Increase $ 798,873 
Percentage Increase 80.45% 

To determine the reasonableness of the rates requested by Knott District, Staff 

performed a limited financial review of Knott District's test-year operations. The scope of 

Staff's review was limited to determining whether operations reported for the test year 

were representative of normal operations. Known and measurable changes to test-year 

operations were identified and adjustments made when their effects were deemed 

material. Insignificant and immaterial discrepancies were not necessarily pursued or 

addressed. 

This report summarizes Staff's findings. William Foley and Arie l Miller reviewed 

the calculation of Knott District's Overall Revenue Requirement. Jason Green reviewed 

Knott District's reported revenues and rate design. 

8 ($48.05 - $26.70)/ $26.70 = 79.96 percent. 
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SUMMARY OF FINDINGS 

1. Overall Revenue Requirement and Required Revenue Increase. By 

applying the Debt Service Coverage (DSC) method, as generally accepted by the 

Commission, Staff found that Knott District's Overall Revenue Requirement is $2,995,278 

and that a $698, 176 revenue increase, or 70.31 percent, to pro torma present rate 

revenues is necessary to generate the Overall Revenue Requirement. 

2. Water Service Rates. Knott District included with its Application a cost-of-

service study (COSS) in order to allocate the expenses to customer classes in proportion 

with the cost of providing service to each class. The rates in the COSS were developed 

following the commodity demand methodology that is recognized in the Manual M-1 that 

is published by the American Water Works Association. Through this method, Knott 

District allocated the Overall Revenue Requirement to Knott District's customer classes 

in proportion to the cost of providing service to those customer classes. This method 

recognizes that a utility must meet peak demand requirements as well as the customer's 

average water use. Knott District also proposes to increase its current wholesale water 

service rate by approximately 18.33 percent and has provided a COSS using the "inch-

miles" method to allocate expenses to the wholesale customer. This method has been 

accepted by the Commission in past proceedings and is a reasonable method tor 

allocating expenses to the wholesale customer in this case. 

Staff accepted Knott District's proposed COSS and then made revisions to it based 

upon the adjustments made to the pro-torma expenses. Staff's calculations and resulting 

rates are shown in Appendix B. The rates set forth in Appendix A to this report are based 

upon the revenue requirement as calculated by Staff and will produce sufficient revenues 
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from water sales to recover the $2,951 ,527 Revenue Requirement determined by Staff, 

an approximate 70.31 percent increase.9 Phase one rates will increase the monthly bill 

of a retail customer who uses 3,500 gallons of water per month from $26.70 to $31.84, 

an increase of $5.14, or 19.25 percent. Phase two rates will increase the monthly bill of 

a retail customer who uses 3,500 gallons of water per month from the phase one rate of 

$31.84 to $37.98, an increase of $6.14, or 19.28 percent. Phase three rates will increase 

the monthly bill of a retail customer who uses 3,500 gallons of water per month from the 

phase two rate of $37.98 to $45.44, an increase of $7.46, or 19.64 percent. 

PROFORMA OPERATING STATEMENT 

Knott District's Pro Forma Operating Statement for the test year ended December 

31, 2018, for its water division, as determined by Staff, appears below. 

9 Revenue Requirement less Other Operating Revenue, Interest income and Nonutility Income. 
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